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Costing and the National Effort 112 


Total Effort in War 


The need for a greater sense of urgency in the 
prosecution of the war has been expressed, among 
others, by Sir William Beveridge in a striking appeal 
for total individual effort. Total war for the worker, 
as for the fighting services, Sir William pointed out, 
meant going all out when called upon, irrespective of 
reward. To risk losing the war because we were 
thinking of our individual rights, now or afterwards, 
was just plain silliness. As he said, it is not for the 
individual, but for the Government of the country to 
take thought for the future, by framing plans to 
abolish the evils from which we have suffered in peace, 
and in particular by planning insurance against 
economic insecurity of every kind. Sir William cer- 
tainly could not be accused of failing to practice what 
he preaches, for his report on the use of man-power in 
the Services (which has now borne fruit in the forma- 
tion of the new Engineering Corps) is to be followed 
up by an investigation into methods of fuel rationing. 
This is one of the new “ austerity ’’ measures, in 
which the new sense of urgency has chiefly found 
expression in recent weeks. Other welcome curtail- 
ments of civil consumption have been a reduction of 
one-quarter in the clothes ration, the abolition of the 
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basic petrol allowance (which will save rubber and oil 
as well as petrol) and the introduction of the new 
national bread. The latter measure is particularly 
valuable, since it is estimated that it will result in an 
annual saving of at least 600,000 tons of shipping, and 
probably more. This is not to say that the attack on 
inessential consumption has yet gone far enough. An 
admixture of 10 per cent. of potatoes in flour, for 
example, would permit further economies in shipping 
of the same order as those effected by the adoption of 
the wheatmeal loaf. — 


Production Secretariat 


At last, the control of production is unified in a 
single hand. Mr. Lyttelton has explained to Parlia- 
ment the constitution of his new production Secre- 
tariat, in which the most important part will be 
played by the Joint War Production Staff. This body 
is to comprise the vice-chiefs of Staff to the three 
fighting Services, the highest technical officers of the 
three production Ministries (Supply, Labour and 
M.A.P.), and Sir Walter Layton, Chief Adviser on 
Programmes and Planning in the new Ministry. It 
expresses the principle, which Mr. Lyttelton stressed, 
that if we are to make the most efficient use of our 
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resources it is essential that the production Ministers 
should be aware from the very beginning of the trend 
of military thought and that the Services in framing 
their plans should be influenced and guided by con- 
siderations of production. In addition, this set-up 
surely represents the logical form of organisation for 
the direction of production: the three Services that 
want the goods confront the three departments mainly 
responsible for their supply, under an authoritative 
chairman to whom the production Ministries are all 
in varying degree responsible. Effective control over 
the three ingredients of production—labour, machine 
tools and raw materials—places its possessor in a 
central position, as Mr. Lyttelton pointed out. 
Actually, his control is not altogether complete, since 
Mr. Bevin necessarily retains his - independence, 
though the two Ministers are confident that they can 
work in harmony, while the Admiralty retains com- 
mand over shipbuilding. Nevertheless, the new set- 
up promises to work satisfactorily in practice, and it 
now remains to be seen how Mr. Lyttelton will cope 
with the specific tasks that await attention. Two of 
these have already been indicated : the integration of 
our production with that of America and the Do- 
minions, and the movement towards a devolution 
and decentralisation of control on a regional basis, to 
which Mr. Lyttelton is clearly sympathetic. It is only 
to be regretted that these obviously desirable ad- 
ministrative reforms have been so long delayed. 


War Damage Contributions and E.P.T. 


It is well known that contributions payable under 
Part I and Part II of the War Damage Act, 1941, 
are not allowed as deductions in computing profits 
for purposes of income tax or excess profits tax. We 
understand, however, that the Inland Revenue is 
prepared to agree to the treatment of the amount 
of these contributions as capital employed in the 
business, subject to the reservation that the con- 
tributions may not be added to the cost of assets for 
such purposes as claims to depreciation allowances. 


Lower War Damage Premium 


For the current half year ending September 30 
next, the war damage premium under the Business 
Equipment Scheme has been fixed at only 5s. per 
cent. This compares with as much as lds. per cent. 
for the six months to March 31, and thus makes a 
total of 20s. for the year. It will be recalled that in 
September last it was announced that the premium 
for the twelve months ending September 30, 1942, 
would not exceed 30s. per cent. The lower rate 
actually decided upon has obviously been made 
possible by the prolonged freedom from air raids. 


Malayan Companies’ Tax Position 


Since Malaya has fallen into the hands of the 
Japanese, questions have been raised concerning the 
treatment of the dispossessed tin and rubber companies 
for purposes of income tax and excess profits tax. It 
had been suggested that they might be treated as 
having ceased business, in which case they would have 
had to pay E.P.T. on last year’s profits and would have 
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been deprived of the opportunity to claim a refund in 
view of subsequent deficiencies. The position has now 
been clarified by a statement by the Financial Secre- 
tary to the Treasury in the House of Commons on 
March 26. If the companies continue in being with 
the intention of resuming operations in Malaya when 
circumstances permit, they will be treated for tax- 
ation purposes as still carrying on trade. They will 
therefore be able to set off deficiencies against E.P.T. 
already paid, while for income tax purposes they will 
still be assessable on the basis of the preceding year’s 
profits. 


The Need for Rationing 


A necessary corollary of the “ austerity ’’ campaign 
is a widespread extension of rationing. Rationing 
is not itself a means of restricting consumption— 
that is done by cutting down the actual supply of 
goods on sale—but it is a necessary means of insuring 
that goods in scarce supply are equitably distributed ; 
for without some control over distribution a curtail- 
ment of supplies will reflect itself in queues and shop 
shortages. The scope for rationing by individual 
commodities has long been exhausted, since there are 
only a few items—such as fats and sugar—which 
are needed by everyone to a fairly uniform extent. 
Points rationing is the next stage. This is applicable 
where a variety of goods, none of which is in universal 
demand, are made to serve as alternatives for each 
other (as in the case of the articles covered by the 
clothing and canned ‘goods schemes) so that the 
public can be left free to choose within the group. 
There is no doubt that a further considerable exten- 
sion of points rationing would be possible. In par- 
ticular, it is suggested that drink, tobacco and sweets, 
none of which could be rationed individually, should 
be dealt with by the point method. Since all the 
constituents of this group depend largely upon 
imports, the introduction of such a rationing scheme 
might open the way to substantial economies in 
shipping which might otherwise be ruled out for fear 
of chaotic distribution. 


—And its Limitations 


At the same time, it must be recognised that 
there must remain a fairly wide field of expenditure 
within which rationing is impracticable, owing to the 
impossibility of fixing a basic ration. Perishable 
goods of all kinds, such as vegetables and fish, are 
particularly difficult, since on the one hand it is very 
difficult to insure regular supplies, corresponding to a 
given ration, over any limited period, while on the 
other hand any limitation of demand once supplies 
have reached the shop might result in waste, since the 
unsold surplus could not be stored without deteriora- 
tion. Another group of commodities which it would be 
difficult to ration are durable items of household 
equipment, such as furniture, bedding, etc. In this 
case the difficulty is that demands vary so greatly 
between individuals that the idea of a basic ration 
simply is not applicable. A well-stocked household, 
for example, might need to buy hardly anything 
during a particular year, whereas newly-married 
couples require to set up a complete home. Special 
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cases such as newly-married couples or bombed-out 
families coutt admittedly be dealt with easily by a 
permit system ; the real trouble is that there is not 
sufficient uniformity between the replacement 
demands of established households. One solution 
might be to make replacement contingent on the 
surrender of a worn-out article. In face of the 
limitations of commodity rationing, the obvious 
suggestion would be a rationing of expenditure. To 
insure that retailers collect the requisite coupons 
from the public, however, replacement of stocks must 
be made dependent on the surrender of coupons. 
This in turn demands that the coupons find their way 
back to some ultimate source such as a Government 
department controlling the raw material ; and in the 
case of many articles such as vegetables the ultimate 
source of supply would be a large number of small 
producers who would have no incentive to cancel 
coupons. Further complications arise where goods 
sold at retail are also sold in processed form, such as 
the ingredients of restaurant meals or flour used in 
confectionery, or where prices fluctuate sharply. 
Rationing, in other words, is no panacea ; but given 
a sufficient extension of rationing, inflationary ten- 
dencies can be confined to the fringe of consumption 
where they cause a minimum of social injustice and 
hardship. 


Cheque Vouchers for Salvage 


The Waste Paper Recovery Association points out 
that one source of scrap paper which might well go 
to make munitions consists in the millions of old 
cheques tucked away in homes and offices all over 
the country. Enquiries have shown that many 
people hoard these indefinitely in the belief that they 
have the value of legal receipts. This is not, of course, 
the case, although in the event of dispute a cheque 
voucher may be useful supporting evidence that a 
payment has been made. Even so, account holders 
have a record of payments in the form of the 
periodical statements from their banks. This being so, 
there is no real reason why used cheques should be 
kept longer than six months, or at the outside for a 
year. Members might in some case be able to assist 
the salvage drive by making the position clear to 
their clients. 


The Patents and Designs Act, 1942 


Many patentees, including persons on active service 
and others affected by the war, have hitherto been 
prevented from applying for extensions of the terms 
of their patents on the ground of war loss, owing to 
the ultimate time limit for applying “not being 
later than the time limited for the expiration of the 
patent ’’ (Patents and Designs Act, 1907, section 18 
(1)). On February 26 the Royal Assent was given 
to the Patents and Designs Act, 1942, and one of 
the amendments it effects is that where an application 
for extension is made on account of war losses, the 
time for making the application may be extended, 
on the ground that the patentee was prevented from 
making his application through being on active 
service or otherwise because of the war. A further 
amendment is that on such an application the maxi- 


mum term for which the Court can order an extension 
of the term of the patent, which was previously five 
years and only in exceptional cases ten years, is now 
ten years in any case, notwithstanding previous 
extensions. The right of Government departments to 
use inventions and designs is to apply during the war 
period to the use, exercise and vending thereof for 
any purpose necessary for the efficient prosecution 
of the war or for the maintenance of essential supplies, 
and private licences become fro tanto inoperative. 
Important also for the private trader is the provision 
that purchasers of articles sold by Government depart- 
ments are deemed to have and always to have had 
power to deal with the articles in like manner as if 
the patent were held on His Majesty’s behalf. The 
Act further deals with certain problems that have 
arisen in connection with the exchange of information 
as to inventions and designs with the U.S.A. and 
the supply of articles under lease-lend arrangements. 
The Board of Trade is empowered to make rules, 
on terms of reciprocity with any country concerned, 
empowering the Comptroller to extend the time for 
applying for priority protection where such exchange 
of information has prevented an application from 
being made in time. 


Coupons and Quotas 


Frequent changes in the scope and operation of 
the Limitation of Supplies Orders, and the intro- 
duction and subsequent modifications of the consumer 
rationing scheme for cloth and apparel, ensure a 
ready welcome for the explanatory booklets issued 
by the Board of Trade. A second edition of ‘‘ Cloth- 
ing Coupon Quiz,’”’ published at 3d., explains the 
rationing scheme as it affects the general public, and 
answers the many questions which may perplex the 
holder of a clothing ration card. The “ Quiz’’ also 
contains a list of the number of coupons required 
for the various articles of adults’, children’s and 
infants’ clothing, and a list of coupon free items. 
The reduction which has since been announced in the 
clothes ration for 1942-43 makes it even more desir- 
able that the system should be generally understood. 


For manufacturers and traders, the information 
given in “‘ Clothing Coupon Quiz’’ is supplemented 
by “Cloth and Clothing Coupons and Quotas— 
Clothes Rationing Manual for Manufacturers, Makers- 
up, Wholesalers, and Retail Traders.” This is a 
booklet of 84 pages, price Is., and it explains simply, 
under convenient headings, the operation of con- 
sumer rationing and of the Limitation of Supplies 
(Cloth and Apparel) Orders. An important element 
in the Board’s policy is the scheme of “ utility” 
cloth and clothing, by which it is hoped “to help 
the clothing industry to produce the right quan- 
tities of the right clothes at the right prices.’’ Special 
quotas have been fixed to encourage the supply of 
utility goods, and a manufacturer may apply for a 
licence to exceed his special quota if he finds he can 
supply more. On the other hand, it is pointed out 
that neither raw materials nor coupons will be suffi- 
cient to enable all manufacturers to use the whole of 
their general and special quotas. 
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COSTING AND THE NATIONAL 
EFFORT 


If we are to attain a maximum war effort, not the 
least urgent need, as we suggested last month, is a 
new concept of the part of finance in war. There are 
many sides to this question, but one aspect that 
particularly concerns the accountant is the need for 
_a correct and efficient use of cost accounting. At the 
very lowest, costing processes should not be allowed 
to hamper production. Properly employed, however, 
costing can render important services to the national 
effort. First, and most important, costing acts as a 
check upon the economic use of real resources. It is 
not only important that a particular factory should 
be turning out its full potential output, but also that 
this should be achieved at minimum cost ; for if a 
given output is achieved only by the wasteful use of 
labour and materials, this necessarily reduces the 
amount of resources available for use elsewhere, and 
therefore the national effort as a whole. 

Secondly, costing is of service to the Exchequer in 
ensuring that the Government does not pay out 
money extravagantly in exchange for a given output 
of goods. This purely financial function is, of course, 
the one on which most stress is normally placed. It is 
admittedly of particular importance in a war economy 
run upon the present lines. In wartime, we are pre- 
pared to pay high-cost producers a reasonable price, 
but we aim at fixing a correspondingly lower price for 
the more efficient producers which will allow them 
also no more than a normal return. It is necessary to 
reduce the costs of high-cost producers and to avoid 
any unfavourable tendencies in production on the 
part of more efficient producers. For this purpose, 
costing is clearly indispensable. Its function is to keep 
down the monetary cost of the war, which means the 
burden of national debt interest in the post-war years. 
If this can be achieved without detriment to produc- 
tion, it is pure gain. But if the purely financial aim 
conflicts with the intereSts of production, there is no 
question which must take second place. In some 
ways, unfortunately, costing is still permitted to be 
the master rather than the servant of the war effort. 
Before the costing machinery can be considered 
efficient, the actual work of cost accounting must be 
kept down to the necessary minimum, and costing 
processes must never be allowed to impede produc- 
tion. In neither respect can the present position be 
considered satisfactory. 
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Even from the purely descriptive article, published 
elsewhere in this issue, two major defects in the 
present arrangements stand out prominently. En- 
tirely different costing systems are adopted on the 
one hand by the Ministry of Supply, and on the other 
hand by the Admiralty and M.A.P.—and neither 
system corresponds to commercial practice. Secondly, 
a great deal of uncertainty results from the absence 
of a uniform policy, clearly defined, for the treatment 
of various items, especially of overheads. The result 
is a needless duplication of cost investigations and 
much delay in fixing contract prices, which in turn 
adversely affects output. These criticisms are under- 
lined in a memorandum submitted to the new 
Minister of Production by the Association of British 
Chambers of Commerce. It is pointed out that there 
is still insufficient co-ordination between Ministries, 
resulting in overlapping. Far too little use has ob- 
viously been made of the Departmental Co-ordination 
scheme, set up in response to complaints as long as a 
year ago, under which each contractor is allocated for 
costing purposes to one Ministry. The memorandum 
points out, too, that the complexity of Government 
costing methods (which differ from ordinary practice) 
is taking up too much of the time of executives, and 
that cost investigations are often in arrear—not for 
any fault on the part of the contractors—causing 
delays in settling prices which must seriously reduce 
production. There is, even a certain irony in the 
situation. On the one hand, production is impeded 
by over-meticulous costing. On the other hand, cost- 
ing itself often takés the form of attempts to fix 
standard percentages for overheads in relation to 
labour costs, or to relate profit to capital—devices 
which actually place a premium on inefficiency. 

Far-reaching reforms should not be difficult. The 
co-ordination scheme already mentioned points 
towards one means of eliminating redundant investi- 
gations. Much uncertainty and confusion could be 
avoided by the announcement of clearly defined 
costing principles, which as far as possible should be 
adopted uniformly by all the departments concerned. 
This would incidentally open up the way to the more 
general adoption of collective costing schemes, such 
as that agreed with the Internal Combustion Engine 
Manufacturers. | 

Finally, a fundamental change of approach is called 
for. Greater attention should be paid to the possi- 
bilities of costing as a means of keeping down costs 
in terms of real resources. This means that direct 
costs for labour and raw materials are of more 
importance than the nice distribution of overheads. 
Secondly, Government investigators should be able 
to look beyond the particular contract with which 
they are immediately concerned. What matters to 
the Exchequer is the general state of accounts with 
a contractor over a period. If it is shortsighted at any 
time to hold up production for the sake of a purely 
financial saving, it is utterly futile to do so when the 
operation of 100 per cent. E.P.T. would ensure the 
return to the Exchequer of any excess payment. 
All this is part of the new conception of finance 
which is needed if the accountancy profession is to 
be allowed to pull its full weight in the national effort. 
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Cost Investigations for Government Contracts 


[CONTRIBUTED] 


Growing war production and the wide scope of 
Government contracting have resulted in many 
accountants being asked to advise their clients on 
the question of costing on contracts being carried 
out for the various Supply Departments. Recent 
correspondence in the professional journals seems to 
show that many practitioners are in some doubt as 
to the methods and principles adopted by the 
departments in their investigations into these costs, 
and complaints are made that no clear rulings have 
been given to the profession on the subject, par- 
ticularly on such matters as overhead charges and 
profit rates. 

It will be the aim in this and the following article 
to set out in as much detail as possible, within the 
limits of the space available, the results of an extensive 
experience of Government cost investigations over a 
considerable period and the conclusions to be drawn 
therefrom. It should, however, be made clear that 
departmental practice is constantly changing as new 
problems arise for consideration. 


The Costings Clause and Its Application 
A careful study of the costings clauses embodied 


‘by the departments in their Standard Conditions of 


Contract is essential, as the majority of the investiga- 
tions met with by the professional accountant arise 
under one or the other of these provisions. Other 
types of investigation will have to be dealt with, 
however, such as those arising under the progress 
payments clauses, applications for ex gratia payments, 
and wages and materials variations claims. In all 
cases, however, the object of the investigation will 
be to ensure that the amount claimed by the con- 
tractor is justified and that, where applicable, the 
rates of overhead charges and profit are fair and 
reasonable. 

Many costed contracts, particularly in the case of 
the Ministry of Supply, show a maximum price 
payable for the supply involved, this being reduced 
to the agreed costed price should this prove to be 
lower. No corresponding right of increase in this 
price arises should the costs disclose that the maxi- 
mum price has been exceeded, except through the 
operation of the wages and materials variation 
clauses, to which further reference will be made later. 

A word may be said at this point regarding an 
important difference in the methods of investigation 
employed by the chief departments. The Ministry 
of Supply work on a system of “ post costing,”’ by 
which actual costs are agreed at the end of the 
contract from an investigation of the contractor’s 
records, a percentage (usually 10 per cent.) of the 
maximum contract price being retained pending the 
result of the investigation. The Admiralty and 
Ministry of Aircraft Production, however, operate 
mainly on the basis of prices agreed prior to or 
during the progress of a contract, the cost of materials 
and labour being based on estimates agreed by 
technical cost pe Face and overheads and profits 


being allowed at rates agreed by the accounting 
branches after investigation of fe contractors’ 
accounts. — 


Materials, Labour and Other Direct Charges 

Assuming that an adequate costing system is in 
force, no difficulty is normally experienced in dealing 
with costs of materials and labour and other direct 
charges. Where, as is often the case with smaller 
contractors, no proper system is employed or the 
existing system is defective in any way, steps should 
be taken to place the costs on a proper basis, as only 
by doing this will it be possible to prepare and 
submit figures acceptable to the departments. 

As already mentioned, materials and wages on 
Admiralty and Ministry of Aircraft Production 
contracts are usually based on estimates agreed by 
their technical cost branches, and these will be dealt 
with by the contractor’s technical staff. Ministry of 
Supply contracts are normally based on actual costs, 
however, and the various items of direct cost are 
dealt with by that department in the following 
manner :— 

(a) Materials. Taken at cost price to the con- 
tractor, allowances being claimed by the Ministry 
for all discounts, both cash and trade, the former 
usually being treated as a deduction in total “from 
the overhead charges. 

(b) Labour is also dealt with on the basis of actual 
cost of direct labour, all non-productive items being 
strictly excluded and covered in overheads. The 
investigators require to be satisfied that the rates of 
wages and piece work prices paid are reasonable 
and standard for the particular district. 

(c) Other Direct Charges. Royalties, carriage, 
special travelling, and similar items chargeable 
direct to a contract are allowed at actual cost and, 
where necessary, an adjustment made for any such 
items which may have been included in the overhead 
charges. 

The detailed records supporting the costs claimed 
must be made available to the investigators, who 
normally verify a selection of the individual items 
with invoices, price records, wages and piece-work 
tickets or other available evidence. 

Most Government contracts contain wages and 
materials variation clauses, which provide for an 
increase in the maximum or fixed price payable should 
the cost of wages and materials during the period of 
production exceed the basic wages and prices ruling 
at the time of the tender, or should additional wages 
have to be paid owing to time lost through air raids 
or warnings. Where a claim under these clauses is 
made, the increases should be shown separately in 
the costs and all relevant documents made available 
at the investigation. Only the actual cost of the 
increases is allowed, without any addition for over- 
heads or profits (except additional overheads due to 
increases in non-productive labour costs), and the 
clauses contain various other restrictions. They merit 


careful study to ensure that the maximum benefit is 
obtained for the contractor. 
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Overhead Charges 


The question of allowable overhead charges gives 
rise to many of the difficulties met with in cost 
investigations, and a clear appreciation of the 
methods adopted by the Ministries is thus of the 
greatest importance. Generally, it can be said that 
they seek to exclude from overheads all items which 
they consider do not apply to Government work, to 
restrict other variable items (e.g., depreciation) to 
some standard basis such as the amount allowable 
for taxation purposes, and to spread other items of a 
semi-permanent nature (e.g., A.R.P. capital expendi- 
ture) over some agreed period of years. In most 
investigations items will arise which call for special 
treatment, and while it is not possible to cover 
everything likely to arise in this way, the most 
important of the charges usually presenting difficul- 
ties will be discussed below. 

In the first place, differences in the methods 
employed by the various Ministries are again evident 
in the case of overheads. The Ministry of Supply 
investigators usually work from the latest available 
audited accounts, the rates of overhead arrived at 
operating for all contracts carried out during the 
following financial year unless circumstances during 
that period change so materially as to make the 
previous year’s rates manifestly incorrect. In accord- 
ance with this Ministry’s ‘‘ post costing ’’ procedure, 
_ the agreed overhead rates are applied to the actual 
labour costs (or other basis, where applicable) as 
shown by the cost records at the completion of the 
contract. The Admiralty and Ministry of Aircraft 
Production treat each contract separately, however, 
calculating the estimated rates applicable to the period 
of production from the latest available accounts as 
adjusted to the probable conditions ruling during the 
period of production. These two departments nor- 
- mally deal with overheads prior to or during the 
progress of a contract, in accordance with their 
system of agreeing fixed prices for the work at the 
earliest possible moment, whenever practicable. 

Reference may now be made to the treatment of 
various items commonly met with in practice. 


(1) Depreciation.—The amounts allowable are re- 
stricted to the Inland Revenue wear and tear allow- 
ances. Care should be taken, however, to see that 
the amounts allowed represent those actually applic- 
able to the period being considered, so that due 
allowance is made for additions, that the extra 20 
per cent. is added to the wear and tear rates, and 
that regard is paid to the possibility of increased 
allowances on account of overtime working of plant 
and machinery. It is also considered that obsoles- 
cence allowances should be claimed as being, in effect, 
deferred depreciation, and that some provision should 
be made for exceptional depreciation of buildings, 
plant and machinery affected by war conditions, such 
as is covered by Section 19, Finance Act, 1941. An 
allowance is also now given for depreciation on 
buildings, at the rate of 2 per cent. on the written- 
down value, subject to a maximum of 50 per cent. 
of the gross Schedule A assessment on factory 
premises and 50 per cent. of the N.A.V. of offices, etc. 


(2) Advertising.—Advertising often represents a 
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major item of pre-war expenditure, especially with 
companies engaged in highly competitive trades such 
as radio. At one time a proportion of the average 
pre-war charge was allowed in overheads, but recently 
it appears that the Ministries are seeking to disallow 
advertising in its entirety as being wholly applicable 
to the maintenance of goodwill and not applicable 
to Government contracts. It is felt that this is an 
extreme view in many cases, and that some reasonable 
allowance should be made in costs to enable an 
organisation, built up in the past and now available 
for war production, to be preserved in some measure 
to meet post-war conditions. 

(3) Development Expenditure.—A reasonable allow- 
ance on account of past development work is usually 
granted, the amount being governed by the facts of 
each case. Current development expenditure, par- 
ticularly when relating to entirely new products or 
processes, is usually dealt with under special contracts, 
on the basis of cost plus a fixed profit or fee. 


(4) Selling Expenses Attempts are frequently 
made to disallow all selling expenses as_ being 
applicable to commercial products only, but this 
again is considered to be an extreme view in many 
cases. An allowance should be claimed for normal 
expenses of this kind, having regard to the need for 
maintaining the efficiency of the business as a whole. 

(5) Remuneration of Directors. — Directors’ re- 
muneration is frequently a source of much difficulty, 
particularly where it is based wholly or partly on 
profits, or where the services rendered are part time 
only. Some investigators seem to base their allow- 
ances on a formula dependent on the share capital 
of the company and others by reference to Inland 
Revenue allowances, and some clear guidance from 
the Ministries is clearly called for. It is thought 
that, in any case, the question should be decided on 
the facts of the particular case and not on some 
hypothetical standard. 

(6) Remuneration of Partners and Sole Proprietors.— 
A reasonable allowance should be claimed and is 
usually granted, each case being decided on its 
merits, having regard to the duties involved and the 
remuneration obtainable in comparable outside 
employment. 

(7) A.R.P. Expenditure.—Revenue expenditure for 
A.R.P. is allowed as and when incurred (usually with 
certain restrictions on fire-watching and similar 
expenses), while capital expenditure, less grants, is 
spread over a minimum period of two years for 
costing purposes. All expenditure recovered direct 
from the Ministries (¢.g., under the Ministry of Supply 
Act for protection of vital plant) is excluded from 
costs. 

The following examples may also be given of charges 
which are excluded from overheads for Government 
cost purposes. 

(1) Interest on capital, loans, bank overdrafts, 
debentures, etc., these items being treated as capital 
employed in the business in computing the rate of 
profit allowable. 

(2) All charges for taxation. 

(3) Carriage outwards, this being treated asa direct 
cost. 
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(4) Royalties, these also being allowed as a direct 
 on_contracts involving the supply or use of 
the products concerned. 

(5) Any charges of a capital nature written off to 
revenue, though in some cases a proportion of the 
cost may be allowed, particularly in case of expendi- 
ture which, while technically of a capital nature, has 
no permanent value to the business. 

(6) Premiums on policies on the lives of directors, 
officials, partners or proprietors. 

(7) War damage contributions on buildings and 
plant, these being characterised as capital by the 
War Damage Act, 1941. War risk premiums on 
stocks are allowed, except in cases where the goods 
are not covered owing to the property having passed 
to the Government, e.g. in most cases where con- 
tracts involve progress payments. 

Finally, the question of the application of the 
agreed overhead charges to individual contracts has 


’ to be considered. This is normally carried out by 


calculating the overheads as a flat rate percentage on 
direct labour and applying this to the actual or 
estimated labour content of the particular contract 
involved. In practice, however, this method will 
often be found to be technically unsound and likely 


to yield illusory ae Se where a wide 
variety of products is t with involving different 
types of ur and machinery. Sometimes, too, a 
lower rate on special work is claimed by the Ministries, 
e.g., on tool or development contracts. In such 
cases, the use of a proper system of differential rates 
is necessary and, when the costing methods in use 
involve the application of varying departmental or 
machine hour rates, these will usually be accepted 
provided a proper reconciliation between these rates 
and the actual overheads is possible. Administrative 
and general overheads are generally applied separately 
in these cases, often as a percentage on works cost. 
In certain instances a different basis of application 
has been agreed, such as the application of selling 
and administrative overheads by a percentage on 
selling price, due to some special factor operating in 
the case of the particular firm concerned, which 
makes other methods inapplicable. No hard and fast 
rules can be laid down, however, as to what methods 
should be adopted in any icular case, as this can 
only be decided in the light of the particular 
circumstances involved. 
(To be concluded) 


Deduction of Income Tax from Earnings 


[CoNTRIBUTED] 


The problems of the manual wage-earner’s income 
tax.iwve been much to the fore of late, and it is 
probable that the ingenuity in advising alternative 
schemes is roughly (although fractionally) propor- 
tional to the amount of ink that has been spilt. It is 
not to be denied that there is a considerable amount of 
dissatisfaction with the present system, and that 
justification can be found for a good part of the unrest. 
This is hardly surprising if it is borne in mind that 
the provisions of the Finance Act, 1941, coupled with 
the stated increase in the total volume of wage pay- 
ments, have brought within the ambit of the income 
tax some three million odd wage-earners who are 
being subjected to the impact of the impost for the 
first time, and find it a novel and distasteful ex- 
perience. 

In the main, the problem seems to be psychological 
rather than fiscal, whence it follows that any remedy 
which may be prescribed will inevitably create new 
difficulties in removing those which presently exist. 
The success of any modification of the existing scheme 
will depend upon the extent to which it achieves a net 


balance of advantage. 
The Inland Revenue Staff Federation has itself 
issued a report which is clearly the product of much 


careful thought, and does not. hesitate to put forward . 


novel suggestions, some of which might well prove 
feasible. The present troubles are due to the fact that 
a large section of the public has been subjected to a 
new and unpleasant experience aggravated by a 
number of temporary factors. As time goes on, they 
will become habituated and the commotion will die 
down. If, then, a new medicine is applied, slightly 
modified in form, and with a different coating, the 


aspect of novelty will again be introduced, and no 
one can prophesy what the reactions may be. 

Turning aside now from the recipients’ aspect, it 
is well to pay regard to the relatively small body on 
whom the whole system of wage payments depend, 
that is, the staff in the wages offices of the factories 
throughout the length and breadth of the land. Their 
duties are increased enormously. They have been 
subjected, like all other staffs, to depletion and sub- 
stitution, and the strain upon them at times must be 
almost intolerable, yet week by week they must have 
ready at the appointed hour the millions of pay 
envelopes which it is their duty to prepare. They 
have become used to the present system with all its 
imperfections. They understand what they have to do 
and will have adapted their methods to the require- 
ments. If they are asked to make even simple calcu- 
lations by reference to a “ free wage ”’ or to a “‘ code 
letter,” or any other device, the burden of their 
labours will be increased, and the risk of error will be 
multiplied. Even a temporary breakdown of this vital 
link would have the gravest repercussions. 

In the halcyon days of Wat Tyler, the poll tax 
—despite its patent simplicity—led to bloody 
revolution. Now income tax—nicely graded according 
to capacity to pay—is causing less violent but more 
vocal disaffection. If, between these two extremes, 
there is some happy mean having the virtues of both 
and the vices of neither, so commanding universal 
acceptance, it seems strange that it should not have 
been discovered in the intervening centuries. This is 
not to say that there is no room for modification in 
the existing system which will mitigate some of its 
hardships, particularly in the case of those workers 
whose earnings fluctuate violently, either seasonally 
or otherwise. 
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Expenses Deductible Under Schedule E 


When income tax was at lower rates, it was not 
infrequently the case that a ‘‘ round sum ’’ compromise 
was made between the Inspector of Taxes and the 
taxpayer as to the deduction allowable in assessments 
under Schedule E. To-day, the position may be serious. 
For example, if a director of a company controlled by 
the directors is paid by the company for expenses, £500, 
but the amount allowed in the Schedule E assessment is 
only £300, the £200 disallowed will be added back in 
the E.P.T. computation, increasing the excess profits 
by that amount. Moreover, the director will pay income 
tax, and where appropriate sur-tax as well, on the £200. 
If he has not spent the £200 on the company’s business, 
of course, this is all just and proper, but, unfortunately, 
it may be found that the Revenue will take an unduly 
narrow view of what comes within Rule 9 of the Rules 
of Schedule E, with the result that tax is in fact imposed 
on money not enjoyed as remuneration. It is true that 
the taxpayer has his right of appeal, but expenditure 
_ of this type is so seldom capable of proof that such an 
appeal often gets him nowhere. , 


It may be well to examine the Rule in question some- 
what closely. ‘‘ If the holder of an office or employment 
of profit is necessarily obliged to incur and defray out 
of the emoluments thereof the expenses of travelling 
in the performance of the duties of the office or employ- 
ment, or of keeping and maintaining a horse to enable 
him to perform the same, or otherwise to expend money 
wholly, exclusively and necessarily in the performance 
of the said duties, there may be deducted from the 
emoluments to be assessed the expenses so necessarily 
incurred and defrayed.’’ The emphasis, it will be 
noticed, is on the word “ necessarily.”” It is rarely 
difficult to satisfy the words “ wholly, exclusively,” 
except as to guantum, but it is important to remember 
that the expenditure must be im the performance of 
the duties, not in order to put the taxpayer in a position 
to perform them. 


Accordingly, no deduction can be made for expenses 
of travelling from home to place of employment (Cook 
v. Knott, 1887, 2 T.C. 246), or between a place where a 
business is carried on and the place where the duties of 
an employment are performed (Ricketts v. Colquhoun, 
1924-5, 10 T.C. 118). Members of Parliament, however, 
are deemed to exercise their offices both at West- 
minster and in their constituencies. 


The reference to a horse can now be extended to a 
motor car, inasmuch as the deduction of wear and tear 
and obsolescence allowances is extended to employ- 
ments by section 16, Finance Act, 1925. Running 
expenses are covered by being “ necessarily incurred ”’ 
in travelling. In some cases, however, it is more 
equitable to agree a rate per mile for business trips. 


The net annual value, rates, etc., on the client’s 
garage used for housing the car, should not be over- 
looked. A bone of contention in connection with the 
use of motor cars is the amount of private user. This 
however, is easier to resolve to-day, owing to the private 
user being limited by the basic ration of petrol; the 
only, and a negligible, argument now is as to how much 


of the basic allowance has been used for business. A 
further complication arises where the supplementary 
allowance is insufficient for all mecessary journeys, 
with the result that train fares have also to be taken 
into expense claims. Unless exact records are kept, 
doubts immediately arise in the inspector’s mind. 


The expenses of parking cars, housing them for the 
night, etc., are, of course, legitimate expenses, but 
difficult to prove. 


The cost of lodging at hotels, etc., when away from 
home, and the additional cost of eating away from home, 
must be claimed; again proof is difficult, though the 
“log ’’ which must now be kept for the car is useful 
proof of where stays had to be made. 


In specific employments, allowances have been agreed 
by Trades Unions for tools, special clothing, etc. ; 
musicians can claim the cost of music and maintenance 
of instruments. Professional subscriptions are not 
allowable (Simpson v. Tate, 1925, 9 T.C. 314) even, it 
seems, if necessary to the position held (Wales v. 
Graham, 1941, 2 T.R. 217). It is recommended that 
any such subscription be paid by the employer, the 
salary, where necessary, being adjusted accordingly. 


Certain appointments carry the obligation to provide 
an office, in which case the cost is properly deductible. 


The biggest bone of contention is entertaining expenses. 
In many trades, these are essential, but few men are 
methodical enough to keep an exact record ; indeed sucha 
record would be difficult to keep. There is, too, the 
difficulty of proving what is of a business and what 
of a purely social and therefore personal nature. 


Admitting the difficulties, we deprecate the attitude 
whereby the Inspector starts by assuming that the 
claim is over-stated, particularly where an accountant 
has been at considerable pains to prepare the figures. 
This attitude is a direct incentive to the taxpayer to 
inflate his figures, so that he can compromise without 
loss; the accountant’s burden is thus made so much 
heavier. It is regrettable, too, to find that many 
Inspectors do not take into account trade customs, and 
seem to be out of touch with current difficulties and costs. 


If a salesman, for example, has to cover the same 
territory as before the war, his expenses will be more, 
owing to train fares being added to car upkeep (only 
cost of petrol being less), increased hotel charges, 
increased cost of meals and incidentals which he 
cannot avoid. We admit the Inspector’s difficulties, 
but recommend a closer study of the world as the 
claimant finds it. 


Employers can help, of course, by reimbursing to the 
employee all expenditure, but there are still many 
cases where round sum allowances are given. Even 
there, employers could help by giving the employee a 
letter stating that they are not sure that the allowance 
would cover necessary expenses, where that is a fact. 


The special case of clergymen is outside the scope of 
this article. 
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Taxation Notes 


E.P.T.—Directors also employed in a Technical 
Capacity 

The concession whereby the Revenue will allow a 
deduction of payments to a director other jthan directors’ 
fees, where it can be shown that the payments are for 
professional services, is not so wide as is sometimes 
thought. Any payments as directors’ fees will not be 
allowed, but strictly professional fees, e.g., accountancy 
fees where the accountant is also a director, will be 
allowed, provided they are bona-fide payments for work 
done and not a mere sham. 


Stock Valuation 

It appears that in some instances the Revenue are 
arguing that the familiar phrase ‘‘ cost or market price, 
whichever is the lower,”’ is being wrongly applied. Their 
contention is that this means, in effect, that stock should 
be valued in two columns, one at cost and the other at 
market value, the lower of the two totals being the 
correct valuation. We believe we are right in saying 
that accountants generally will disagree, the usual 
practice being to take the lower value of each item. As 
there is nothing in the Acts on the point, commercial 
practice must prevail. Readers generally do not respond 
to our invitations for submission of views, but on this 
occasion we make a special appeal to them to write us 
with their reactions to the Revenue contention. The 
point is of great importance, and it has not yet been 
the subject of a judicial decision. 


Supplementary Settlements 
We find that quite a number of taxpayers are entering 
into supplementary deeds to nullify the reduction in 


“‘ free of tax ’’ payments as a result of sections 25 and 27, 
Finance Act, 1941. Accountants consulted on such 
matters should remember that the supplementary deed 
is a new disposition which will be ineffective if capable 
of revocation within six years. A disposition in favour 
of an infant child of the taxpayer cannot be so varied, 
in view of the provisions of the Finance Act, 1938. 


E.P.T. Disallowance of Remuneration 

Section 32, Finance Act, 1940, continues to cause 
uncertainty in fixing remuneration, and, in view of 
questions which have been raised on the section, we 
think it well to emphasise the words: “ In computing 
the profits . . . for amy accounting period, no deduction 
shall be allowed in excess...” The taxpayer could 
therefore ask the Commissioners to exercise their powers 
in respect of an accounting period entering into the 
standard period. While it would not be ‘usual for such 
circumstances to arise, it is not beyond possibility that 
in certain cases the standard profits have been deflated 
by some excessive payment. We mention the point 
because the emphasis is usually directed to the effect 
on the profits of the chargeable accounting period, and 
the possibilities in connection with the standard period 
might easily be overlooked. 


E.P.T. Amendments 

Before the appearance of our next issue, the Budget 
will have produced its inevitable burdens and we shall 
be awaiting impatiently the Finance Bill to see what 
amendments the Chancellor of the Exchequer has been 
induced to recommend. Let it be hoped that these will 
all be in the nature of simplification, though we fear the 
reverse will be the case. In the meantime, the 
Chambers of Commerce and other appropriate bodies 
have submitted memoranda calling attention to prac- 


tical points requiring attention. It is a pity that more 
heed is not paid to these suggestions. Emanating, as 
they do, from experienced professional men, they 
deserve more sympathetic handling than they get. 
Cannot the official mind be moulded, even in war- 
time, to a more practical shape ? We fear that, burdened 
with the cares of office, they lose touch every day, more 
and more, with the life of the commercial world. 


Air Raid Shelter Expenditure ‘ 

Provisional allowance at 10 per cent. is usually given 
under Rule 3, Part I, Seventh Schedule, Finance (No. 2) 
Act, 1939 (for E.P.T.) and Section 19, Finance Act, 1941 
(for income tax),.in respect of the net cost of providing 
air raid shelters. In many cases trench shelters built in 
the early days of the war have been found to be un- 
suitable and have been abandoned in favour of brick- 
built shelters. In any such case the whole of the net cost 
of the abandoned shelters may be claimed (spread over 
the period up to the date when the new shelters become 
ready for use) without waiting on the date determined by 
Parliament. The immediate allowance of the whole of 
the net cost is subject to no part of the original shelters 
being usable, and the new shelter providing for all the 
employees. Recovery values of materials used in the old 
shelters must be brought into account at the date here- 
after determined or prior sale, and allowance may be 
claimed in respect of the cost of filling in shelters if this 
becomes necessary. 

Immediate allowance may also be claimed in respect of 
the net cost of shelters in buildings destroyed by enemy 
action, subject to revision in respect of War Damage 
recoveries. 


E.P.T.—Bank Overdrafts. 

We have referred before on more than one occasion to 
the pitfalls in connection with bank overdrafts for 
E.P.T. purposes. 

In the first place, it cannot be disputed that over- 
drafts are borrowed money within the meaning of the 
Rules governing E.P.T. It is therefore important to 
arrive at the true average overdraft and the true interest 
thereon. There must be ascertained from the bank the 
amount of interest as distinct from charges, and this 
can then be capitalised at the rate charged. In some 
cases, however, the interest charged is not the true 
interest, for example where “ charges ’”’ are not make, 
but interest is calculated by reference to a “ free 
balance ”’ to give the bank a remuneration for working 
the account. A practical illustration is where the bank 
allow interest at 4 per cent. on credit balances in excess 
of £3,000, but if the credit is less, £3,000 is deducted 
therefrom, or if there is a debit balance, £3,000 is added 
thereto, for the purpose of calculating interest. In that 
case, it is necessary to calculate (a) the interest charged 
for all days the account was in credit, (b) the interest on 
£3,000 for all days the account was in debit, and to 
deduct from the total interest charged (before deducting 
credit interest) the total of (a) and (b); the balance is 
the true interest to be added back and capitalised, 
whereas (a) and (b) are bank charges allowable as 
deductions from profits. Moreover it is not sufficient 
to take pass book balances without adjustment for 
uncleared effects—information to be obtained from the 
bank—which will vary according to whether the pay- 
ment in is made at the bank where the account is kept 
or at some other branch, usually making a difference of 
from 2-4 days’ bankings. 
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Recent Tax Cases 
By W. B. COWCHER, O.B.E., B.Litt., Barrister-at-Law.. 


Income tax—Obsolescence allowance—Deficiencies and 
surpluses on sales—W hether surpluses can be set off against 
deficiencies in computing allowance—Schedule D, Cases I 
and II, Rule 7. 

The case of Charente Steamship Co., Ltd. v. Wilmot 
(Court of Appeal, December 9, 1941, T.R. 247) was 
dealt with in our issue of November, 1941. In the 
Court of Appeal the judgment of Macnaghten, J., was 
affirmed but upon somewhat different grounds. Lux- 
moore, L.J., who delivered the judgment of the Court, 
said that there was no question of capital or income 
involved ; but that the words of the Rule pointed to a 
distributive construction. It was the subject who made 
the claim ; and he could only make it if the facts relating 
to any particular item or items satisfied the requirements 
of the Rule. The material words in the Rule were “‘ any” 
not “ all,’ and “‘ any sum ”’ not “ all sums.” 

The decision, as was pointed out for the Crown, 
upsets all previous practice ; and leave to appeal to the 
House of Lords was given on condition that all costs 
were paid by the Crown. 


Income tax—Public aerodrome and flying school—Rents, 
fees and miscellaneous income—Assessed schedules A 
and B—Whether additional liability under Schedule D. 

Sywell Aerodrome, Lid. v. Croft (Court of Appeal, 
December 14, 1941, T.R. 255) was noted in our issue of 
August, 1941. In the Court of Appeal, the Master of the 
Rolls and Clauson, L.J., affirmed the judgment in favour 
of the company, although not upon all grounds. Du 
Parcq, L.J., delivered a dissenting judgment. 

The Master of the Rolls, Lord Greene, in a long and 
valuable judgment examined the respective scopes of 
Schedules A and B, and endeavoured to show where 
the rights of property dealt with by those schedules 
ended and Schedule D commenced. Du Parcq, L.J., in 
another valuable analysis, showed how he arrived at a 
different conclusion. 

Leave was granted to appeal; but, whatever the 
result, there is no student of tax law who will not find 
his knowledge of income tax principles increased by a 
close study of these two judgments. And every prac- 
titioner must needs be a student in these days. 


Income tax—Transfer of interest in gold mine to non- 
resident company in return for shares and redeemable non- 
interest bearing debentures—Finance Act, 1936, Section 
18—Income Tax Act, 1842, Section 105. 

The case of Latilla v. C.I.R. (Court of Appeal, 
December 16, 1941, T.R. 271) was noted in our August, 
1941, issue; and an ingenious but unsuccessful argu- 
ment was there set out. In the Court of Appeal, it 
had no more success; but there is an important point 
in the judgment of the Court, delivered by the Master 
of the Rolls. It had been argued that as the company 
in question was a partner in a partnership the profits 
of the latter were derived through the activities of the 
partnership in exploiting the mine. It was, therefore, 
claimed that the share of profits could not be “ pay- 
able ’’ to the company and so was not caught by section 
18 of F.A. 1936. The Master of the Rolls said that 
the share of the profits of the partnership to which the 
company was entitled was the share which came to it 
in accordance with the partnership agreement. The 
company could call upon its partner to do whatever 
was necessary to obtain its share, But, referring to an 


argument abandoned by the Crown during the hearing 
in regard to this particular case that it was entitled to go 
behind the accounts as agreed between the partners in 
order to ascertain what in the view cf the Crown the 
profits were, he said that this would not be legitimate. 
“The ‘income payable’ to a partner is his share of the 
partnership profits, which the partners in accordance 
with the partnership agreement determine to divide. He 
cannot demand more.” 

Upon this footing there is a clear distinction drawn 
between the provisions of section 18 of F.A., 1936, and 
those of proviso (ii) to section 20 of the Income Tax Act, 
1918; and, to this extent, the appellant’s scheme was 
successful. Leave was given to appeal to the Lords. 


Sur-tax—Transfer of assets to four Canadian companies— 
Consideration promissory notes redeemable out of income— 
Part of tvansferor’s other interests in Canadian com- 
panies transferred to son—Whether transferor had ‘‘ power 
to enjoy’ within section 18 (3) (b) (c) of Finance Act, 
1936—W hether whole of companies’ incomes to be included 
in appellamt’s total income. 

The case of Lord Howard de Walden v. C.I.R. (C.A., 
December 16, 1941, T.R. 275) was noted in our January 
issue. In the Court of Appeal the judgment of Lawrence, 
J., was affirmed. The Master of the Rolls delivered the 
judgment of the Court. To the argument that the con- 
struction of the section favoured by the Crown would 
impose an entirely disproportionate penalty in certain 
cases, his reply was to point out that the section was a 
penal one. The Legislature had often been worsted by the 
skill, determination and resourcefulness of its opponents, 
“of whom the present appellant has not been the least 
successful.”” It would not shock the Court to find that 
the Legislature had determined to end the struggle by 
imposing the severest of penalties. ‘It scarcely lies 
in the mouth of the taxpayer who plays with fire to 
complain of burnt fingers.” 

Apart from the construction urged upon behalf of 
the appellant and that claimed by the Crown there was 
an intermediate one; but the Court did not consider 
that it was necessary to choose between the last two 
until a case raising the issue had to be considered. It was 
sufficient to say that the appellant was chargeable in 
respect of the entire income of the Canadian companies. 
He then referred to another argument to the effect that in 
so far as the right to enjoy income of the four companies 
was vested in the appellant’s son, who held the majority 
of the shares, there would be double taxation; and 
said that there was no double taxation because the 
income of the son was one thing and that of the com- 
panies another. Apart from this, the argument based 
on hardship left the Court unmoved. 

The last argument dealt with was one which inter- 
preted section 18 of the Finance Act, 1936, by reference 
to section 28 of the Finance Act, 1938. As to this, 
the Court held not only that the transactions dealt with 
by the latter enactment were of different type but that 
it was quite illegitimate to construe previous legislation 
in this way, even where the subsequent legislation 
formed part of the same code. 

The decisions of Lawrence, J., in the Beatty cases 
(1940, 19 A.T.C. 419, 23 T.C. 574), which raised similar 
questions, were affirmed. 

Leave to appeal to the House of Lords was given 
in view of the largeness of the amounts involved. 
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FINANCE 


Industrials Subdued 


This year, the Budget has been among the least of the 
influences shaping the course of security markets during 
March. Discussion has been concerned with the need for 
administrative reforms in tax assessment and collection, 
rather than the likelihood of changes in taxation. Not- 
withstanding the sombre background of Far Eastern 
news in the earlier part of the month, the large payments 
to holders of requisitioned Indian and Canadian stocks 
have sufficed, as was foreseen, to maintain a steady tone 
in gilt-edged. In the latter half of the month, however, 
the volume of investment dealing fell away sharply in 
face of the counter-attractions of London’s Warship 
Week. Once again, the most sensitive reaction to 
current news has been seen outside the gilt-edged 
market. The feature has been a moderate pressure of 
liquidation in leading industrials, reflected in a sagging 
of the Financial News index of ordinary shares to anew 
low for the year of 74.8, compared with a high of 81.4 
on January 12. In this fall, some rather disappointing 
results and dividends have played their part. 


Mar. 23. Feb. 23. Change. 


War Loan 34% ... - 105} 105 +} 
N.Z. 44% 1945... .- 99min. 99 min. ~- 
Southern Defd. ... ogo 15 154 —} 
Can. Pac. ($25) ... aoe 103 113 —} 
Chartered Bk. of India ...  5§x.d. 4} +k 
Cunard ods . 15/- 13/6 +1/6 
Coast Lines . ws ae 15/- +1/9 
Imp. Tobacco... one 6 6 +t 
Kern R. Oil | -- 3/103 4/74 —9d. 
Rubber Trust 11/- 10/74 +44. 
Sub Nigel 6 6 —+4} 
W. Reefs ... an .. 32/- 31/3 +9d. 
Pahang Tin ook oun 6/- 6/6 —6d. 
Amal. Tin Nigeria es 7/6 8/- —6d. 


Gold and the War Effort 


At one time this month the gold-mining share market 
was badly rattled by reports—promptly denied—that 
an American mission to South Africa was about to 
propose a curtailment of gold output as a means of 
expanding production of other metals, such as man- 
ganese and chrome, more directly needed for the war 
effort. An undercurrent of nervousness has been re- 
flected in quotations for gold shares ever since the 
notorious gold scare of 1937. With the United States 
already holding the bulk of the world’s monetary gold 
(now $22,750 million worth), and current output flowing 
in the same direction, the position has long seemed too 
obviously artificial to last. Accordingly, the market has 
shown reluctance to base prices on the current elevated 
price for gold, far less a price further inflated by the war. 
In peace-time these fears were almost certainly un- 
founded. As recently as 1939 Mr. Morgenthau stated 
quite unequivocally that the United States Adminis- 
tration had no intention of changing its gold buying 
policy. He showed conclusively that any refusal to 
accept gold or even a reduction in the dollar price (fixed 
at $35 an ounce) would merely cause dislocation, not 
only to other countries, but to the United States as 
well; for such a change would add to the existing 
difficulties of the rest of the world in securing dollars 
and the exchange parity of the dollar would necessarily 
rise, with unfortunate results for American exports and 
international trade in general. 
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_ An Academic Question 


Until recently these arguments held good even under 
war conditions, but America’s own entry into the war 
has introduced fresh considerations. With America as 
an ally, it became possible and desirable to apply.to the 
United States the sort of tests which formerly led to the 
adoption of the so-called *‘ discriminating ” export policy, 
in trade with the Dominions. _ British exports to America 
have already been restricted on this basis, and it is clear 
that in principle the same considerations apply to gold 
as to any other export. To deny this can only be special 
pleading. Thus the key réle played by the goldmining in- 
dustry in South African finances is of little importance in 
the context of war economics ; if taxation from the Rand 
were to fail, the Union’s budget would not be the only 
one to become “‘ hopelessly unbalanced ”’ for the sake of 
the war. Nevertheless, there are two factors which 
render quite academic any suggestion that gold pro- 
duction should be suspended. In the first place, it 
appears that transport, rather than labour or machinery, 
is at present the limiting factor in the output of base 
metals. Secondly, it is most inadvisable to incur 
the resulting dislocation in the Union’s economy unless 
the economic gains for the combined war effort were 
indispensable. 


Building Society Finances 


Before the war, the building society movement was 
sometimes criticised as insufficiently liquid having 
regard to its short-term deposit liabilities to the public. 
When the testing time came, however, the financial 
structure proved sound and heavy withdrawals were 
successfully met in the early months of the war, though 
some societies found it desirable to take advantage of 
the right conferred by the Defence Regulations to 
require six months’ notice before repayment. After 
the first impact, the effect of war conditions has in fact 
been to bring a quite striking increase in the liquidity 
of the movement. Withdrawals rapidly subsided to a 
normal level, while borrowers in the aggregate have 
continued to meet their obligations very well. The 
societies have thus had a large surplus of receipts over 
outgoings, and with new mortgage business virtually 
suspended this surplus income has perforce been invested 
in Government securities and other liquid assets. These 
trends may be illustrated by the 1941 results of the 
largest society, the Halifax, whose balance-sheet total 
of close on £125 million accounts for nearly one-sixth 
of the entire assets of the movement. Withdrawals on 
both share and deposit account last year totalled 
£14,284,000, or less than two-thirds those in the previous 
year, while new advances declined from /£1,977,000 to 
£1,498,000, or less than 12 per cent. of the 1939 total of 
£12,612,000. Repayments, on the other hand, were only 
slightly smaller at £12,168,000, the decline being 
accounted for by the contraction in mortgages out- 
standing. Although total assets are substantially un- 
changed at {124.9 million, mortgage assets represent 
only {94.4 million, against {100.5 million, while on the 
other hand liquid funds in the form of trustee securities 
and cash show an increase of more than {6 million to 
£29.8 million, or some 24 per cent. of total assets, 
against only 19 per cent. in the previous year. 
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Points from Published Accounts 


Lamport & Holt 

In his annual statement circulated with the accounts 
of Lamport & Holt Sir Philip Haldin, the chairman, 
puts in a powerful plea for a modification of the Govern- 
ment’s financial policy on shipping. His criticisms lose 
a little of their sting, however, because of lack of 


clarity in presenting the company’s comparative profit 
experience in 1941. Sir Philip states that “the profits 
for the year amount to £174,474, which is a reduction 
of £12,918 on that of the previous year.”’ This is a fair 
summary of the position as disclosed in. the profit and 
loss account, where against the £174,474 earned for the 
past year a comparative figure of £187,392 is inserted 
for 1940. The appropriation account, however, shows 
only £26,784 deducted for a 6 per cent. dividend on a 
capital of £892,804, this being the net sum required. 
In 1940 the deduction for a 6 per cent. dividend was 
£53,568, and after this figure in the comparative column 
the word “‘ gross”’ is inserted in brackets. Sir Philip 
takes note of the change in these words: ‘“‘ You will 
observe that the dividend has been shown in the balance- 
sheet in its net form so that it may be clearly seen how 
small is the sum received by our shareholders after the 
deduction of income tax.’’ It follows from this that the 
profit of £187,392 returned a year ago was struck before 
deducting tax on dividend, whereas this time the 
surplus has been determined after making provision 
c that charge. Had the old practice been followed 

e 1941 profit would have been £201,258, not £174,474, 


making an improvement of £13,866 over 1940. It is © 


a pity that the consequential adjustments flowing from 
the change were not made in the comparative column. 
Thus, the dividend requirements for 1940 could have 
been shown at £30,802 net, assuming deduction of 
income tax at 8s. 6d., and the profit for that year scaled 
down accordingly, from £187,392 to £164,626, to show 
the effect of the £22,766 tax deduction from dividend. 
On this basis the 1941 profit of £174,474 would have 
been seen to be £9,848 better than in the previous year. 


London Brick and Depreciation 

Although the £365,565 trading profit of London 
Brick for 1941 is set in the accounts against a com- 
parative figure of £337,319 for the previous year the 
directors’ report makes the point that “the actual 
trading results were relatively decreased.’”’ The explana- 
tion of this discrepancy is that in 1940 the sum of 
£60,250 was specifically written off for depreciation of 
motor vehicles, whereas in respect of the past year it 
was not deemed necessary to make any further pro- 
vision ‘‘ owing: to the low figure at which these stand 
in the company’s books.’”’ As the profit mentioned 
is subject to a deduction, inter alia, of £100,000 for 
depreciation, as in 1940, it would seem that the amount 
written off motor vehicles in 1940 was an exceptional 
provision. That assumption is confirmed by the 
balance-sheet of December 31, 1940, for works buildings, 
kilns, machinery, fixed and loose plant and motor 
vehicles were then shown (at £1,528,130) after deducting 
not only the general depreciation charge of £100,000 but 
also an amount of £69,673 described as “‘ depreciation 
of motor vehicles, sales, etc.’’ No such item was shown 
in previous years, and in view of the present evidence 
that only a small part of it can have been ‘represented 
by “sales, etc.,”” it would have been better had the 
special depreciation provision of {£60,250 been passed 


through profit and loss account. Had the total depre- 
ciation charge for 1940 been shown accordingly at the 
full £160,250 the trading profit for that year would have 
recorded an advance not from £315,492 to £337,319 
but from £315,492 to £397,969 ; and against this record 
the significance of the 1941 profit of £365,565 would have 
stood out in clearer perspective. Presumably the 
benefit of a diminished depreciation provision, as com- 
pared with 1940, will continue into the current and 
future years ; but a firmer view could have been taken 
had the book value of the motor vehicles, in view of the 
special attention that has been paid to them, been 
stated separately. 


Associated Electrical Industries 

In its 1941 accounts. Associated Electrical Industries 
has followed the lead set by many another important 
company and suppressed the amount of its taxation 
provision. A year ago the trading profit was shown at 
£1,709,695, following on £1,470,265, but this was subject 
to deduction of £992,900, against £758,226, for taxation. 
This time the profit figure is given as /681,536, after 
providing for taxation, and is officially compared . with 
£716,795 for 1941. It is a fair assumption that gross 
profits have actually undergone further improvement, 
but that must remain a matter for conjecture. In other 
respects the accounts give a relatively precise picture. 
The usual consolidated balance sheet is a model of its 
kind, for not only is the total of each group of assets 
and liabilities given, but the allocation of this total 
as between the parent company and the subsidiaries 
is shown in each case." A balance sheet note intimates 
that shares held in companies where the ordinary share- 
holding of the group is less than 75 per cent. of the total 
issued capital have been treated as investments; and 
such shares are included under the heading, ‘“ miscel- 
laneous shares and securities’’ at the nominal value 
of {1. It may well be that this item conceals a reserve 
additional to the disclosed reserves. These have the 
impressive total of £3,956,168. The parent company’s 
reserves, including the undistributed profit and loss 
balance, stand at £1,985,314. Then there is a capital 
reserve of {774,208 described as arising on the acquisition 
of shares in subsidiary companies and the incorporation 
in the consolidated balance sheet of their assets and 
liabilities at book values. (Incidentally, these assets 
include goodwill and patents valued at £360,550.) 
And, finally, there is a reserve of {1,196,646 representing 
the proportion attributable to Associated Electrical 
Industries of undistributed profits accumulated and 
placed to general reserve or added to carry-forward by 
subsidiaries since the parent concern acquired its share 
interests in these companies. Such a detailed statement 
of the reserve position is extremely helpful, and the 
accounts would earn high commendation were a con- 
solidated profit statement to be incorporated in them. 


WORKERS’ INCOME TAX 


A tribute to the work of Inspectors of income tax 
and their staffs is contained in the statement circulated 
with the annual report to shareholders in the Automatic 
Telephone and Electric Co., Ltd., by the chairman, Sir 
Alexander Roger, K.C.I.E. Sir Alexander advocates a 
simple arrangement to deduct income tax at so much in 
the { week by week at the source when the wage is 
earned and paid. He considers that the national effort 
is suffering from the present procedure. 


Ap! 


‘ a Pe pe 
Act 
T 
gua 
P is t 
; for 
the 
circ 
reg. 
qua 
; and 
obv 
def 
of 
writ 
sm 
tior 
7 incl 
I 
the 
trac 
scie 
: to 1 
late 
and 
acc 
bus 
so 1 
: inv 
diff 
a aa 
ratl 
thre 
boo 
; the 
as 
Suc 
LA 
j I 
‘ insi 
ena 
The 
ma’ 
the 
: sho 
No. 
—_____—__— \ 
a Gre 
the 
eac 
( 
No. 
: No. 
f 


By Stanley W. Rowland, 

Magee, B.Com., A.C.A. 
Fourth edition. (Gee & Co. (Publishers), Ltd., 
London. Price 8s. 6d. net.) 

The names of the authors of this book are sufficient 
guarantee that the contents will repay study. This 
is the fourth edition of a book written in 1934 primarily 
for students for Bachelor of Commerce Degrees, and 
the revision and reprint have been precipitated by 
circumstances not unconnected with the war. This is 
regrettable, because the unattractive cover, the unequal 
quality of the paper used in different parts of the book 
and the errors attributable to hurried proof-reading are 
obviously due to wartime production. Such superficial 
defects, however, are compensated for by the excellence 
of the type used, the conciseness and clarity of the 
writing which enables so much to be included in so 
small a compass, and the admirable addition of indica- 
tions of the correct answers to the specimen questions 
included in the appendix. 

In logical and progressive stages the book describes 
the origin and development of methods of recording 
trading activity; shows the gradual evolution of the 
science of accounting and the application of its principles 
to varied types of conditions and concerns; and in the 
later sections deals with such subjects as the meaning 
and ascertainment of profit, the interpretation of 
accounts and the use of accounts in the control of 
business and the maintenance of solvency. To cover 
so much ground in less than 400 pages has necessarily 
involved superficiality in the treatment of the more 
difficult accountancy problems dealt with, but that 
no doubt is because the book was written for students 
rather than for accountants, and the illustrations 
throughout are both simple and clear. Altogether, a 
book to be strongly recommended, but one wonders why 
the form of trading account set out on page 44 is claimed 
as “unconventional according to British practice.” 
Such a claim may have had some force when the first 


iw sO The:~Emergency 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the wartime 
enactments and Orders which most concern the accountant. 
The twenty-ninth instalment is given below. The sum- 
maries ave not intended to be exhaustive, but only to give 
the main content of an Act or Order, the full text of which 
should be consulted if details ave required. 


ORDERS 


EXCESS PROFITS TAX 
No. 97. Relief from Excess Profits Tax (Southern 
Rhodesia) Declaration, 1942. 

Where excess profits tax or N.D.C. is payable in 
Great Britain and in Southern Rhodesia in respect of 
the same profits, a proportionate relief is to be given in 
each territory. 

(See AccounTANCY, January, 1942, page 70.) 

FINANCE 
No. 119. . Securities (Restrictions and Returns) (No. 1) 
Order, 1942. 


Nos. 120, 121. 
Nos. 1 and 2. 


Accounting (Part 1). 
LL.B., F.C.A., and Brian 


Acquisition of Securities Orders, 1942, 


A number of Canadian Government and Canadian 
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Publications 


edition was published, but modern practice surely now 
insists, not only on adjustments of opening and closing 
stocks on goods purchased, but also on similar adjustments 
for work in progress on goods produced.—W. HoLman. 


A Handbook on the Death Duties. By H. Arnold 
Woolley, Solicitor of the Supreme Court. Fourth 
Edition. (The Solicitors’ Law Stationery Society, 
Ltd., London. Price 18s. 6d. net.) 

Since the third edition of this well-known handbook 
was published in 1939, five Finance Acts have made 
important alterations in the law, not the least of which 
is the determined attack on “ company” schemes of 
evasion. The time is therefore, as the author points 
out in his preface, not inopportune for this new edition. 

The book was presumably designed for busy prac- 
tising solicitors, but it is none the less of particular 
value to those professional accountants whose duties 
take them into the accounting field of executorship and 
trust practice. In Chapter XVI the author takes seven 
specimen estates and shows the nature of the death duty 
claims arising, having regard to the particular circum- 
stances of each case. It has not been unknown for trust 
balance sheets to omit certain liabilities for death duties 
for the simple reason that the accounting draftsman was 
unaware that a particular event or the creation of a 
particular set of circumstances gave rise to such 
liabilities. For this reason accountancy students should 
make themselves thoroughly acquainted with such a 
book as is here reviewed. It is not out of place to 
mention that this book has been selected for reading by 
candidates for the Law Society’s Final examinations, 

The author draws attention to the very heavy burden 
of death duties falling upon medium and large estates, a 
fact which is very much before the notice of accountants. 
He suggests that the scales are now akin to confiscation 
rather than taxation, a situation which is tending to 
raise problems in financing the payment of the duties.— 
F. S. Bray. 


Acts and Orders 


railway and harbour securities have been requisitioned 

by the Treasury. 

(See Accountancy, March, 1942, page 106.) 

No. 304. Order in Council amending Regulation 3c and 
Regulation 5 of the Defence (Finance) Regulations, 
1939. 

Modifications are introduced in the Regulation under 
which the bank accounts of persons who have ceased to 
be enemies for the a of the Trading with the 
Enemy Act are not to be operated without Treasury 
consent. 

(See Accountancy, October, 1941, page 15.) 

PRICES OF GOODS AND SERVICES 

No. 75. Utility Apparel (Maximum Prices and Charges) 
Order, 1942. 

Profit margins and overriding maximum prices are 
prescribed for the various categories of utility apparel 
on sales by manufacturers, wholesalers, and retailers. 

(See Accountancy, March, 1942, pages 92 and 106.) 


PUBLIC UTILITY UNDERTAKINGS 
No. 164. Public Utility Undertakings (Prevention of 
Publications) Order, 1942. 
The prohibition on the publication of accounts, 
imposed by Nos. 452 and 485 of 1941 on other public 
utility undertakings, is extended to lighthouses. 


— 
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No. 169 (1942). Authority made by the Board of Trade 
in vespect of Electricity Accounts. 
No. 188 (1942). Authority in respect of Gas Accounts. 
Copies of the accounts of electricity and gas under- 
takings may be supplied, clearly marked as confidential, 
to members of the local authority, board of directors, 
or other governing body of the undertaking. 
(See AccounTANcy, July, 1941, page 183, and August, 


page 200.) 
RAILWAYS 
No. 137 (1942). Railway Companies (Accounts and 
Returns) Order, 1942. 

The provisions of the Railway Companies (Accounts 
and Returns) Orders, 1941, are extended to apply to 
accounts and returns for the year 1941. 

(See AccounTANCY, March, 1941, page 101.) 


TRADING WITH THE ENEMY 
No. 373. Trading with the Enemy (Specified Persons) 
(Amendment) (No. 4) Order, 1942. 

A revised list is given of traders in neutral countries 
with whom dealings are prohibited. Previous Specified 
Persons Orders are superseded. 

(See Accountancy, March, 1942, page 106.) 


Legal 


COMPANY LAW 
Petition for Compulsory Winding-up—Liabilities (War- 
Time Adjustment) Act, 1941. 

In Re R. W. Johnson, Lid. (1942, 1 All E.R. 175), 
Simonds, J., decided an interesting point affecting com- 
panies under the Liabilities (War-Time Adjustment) 
Act, 1941. On November 27, 1941, the landlords 
presented a petition for the compulsory winding-up 
of R. W. Johnson, Ltd., and obtained leave to proceed 
to enforce their judgment for £204 and costs. The 
company’s issued capital was £3,502 and all shares were 
owned by two persons. On May 16, 1939, a declaration 
of solvency had been made under Section 230 of the 
Companies Act, 1929, and in February, 1940, the 
company went into voluntary liquidation. The petition 
was due to be heard in the Companies Court on 
December 15, 1941. On December 13 the liquidators 
in the voluntary winding-up applied to the Registrar 
of the Croydon County Court for a protection order 
under the Liabilities (War-Time Adjustment) Act, 
1941, Section 3, which states that if in appropriate 
circumstances a prima facie case is made out, the Court 
may make that order. Whilst a protection order is in 
force, proceedings against a debtor shall be stayed and 
no proceedings shall be commenced and no remedy 
exercised against the debtor in respect of any provable 
debt. By Section 15 (1) the Act is applicable to private 
companies. Certain conditions are stipulated by 
Section 15 (3): the Court must be satisfied that the 
company’s principal object is to carry on a business for 
profit and that the application is to enable the company 
to carry on or recover that business; the Court must 
consider the constitution and history of the company 
and the means of its members and officers. In relation 
to a company, the Act shall have effect as if references 
to a bankruptcy petition referred to a winding-up 
petition. In the present case, Simonds, J., said that if 
the company had not proceeded further than communica- 
tions with the liabilitiés adjustment officer, then the 
Court would have discretion to say whether proceedings 
in the winding-up should be stayed. If he had dis- 
cretion, he would refuse to stay those proceedings ; 
however, the result of Section 3 was that where a pro- 
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WAR DAMAGE 


No. 309. War Damage Contribution (No. 3) Regulations, 
1942. 
The War Damage Contribution Regulations of 194] 
are revoked, and revised rules laid down for the collec- 
tion of war damage contribution. 


(See Accountancy, November, 1941, page 35.) 


WAR RISKS INSURANCE 


No. 307. Defence (War Risks Insurance) Regulations, 
1942. . 

The Treasury may, for security reasons, suspend the 
obligation of the Board of Trade to lay before Parlia- 
ment the accounts of the War Risks (Marine) Insurance 
Fund and the War Risks (Commodities) Insurance Fund. 


No. 333. War Risks (Commodity Insurance) (No. 1) 
Order, 1942. 
The commodity insurance premium is continued at 
# per cent. per month for the three months beginning on 
March 3, 1942. 
(See AccouNTANCY, January, 1942, page 70.) 


Notes 


tection order was in force, made by the registrar of the 
County Court on the available information, the judge 
must stay the proceedings in the winding-up petition. 
Accordingly he directed proceedings in the winding-up 
to be transferred to the County Court judge. 


Company’s Business Closed During the War Except for 
Collecting Hire-Purchase Debts—Companies Act, 1929, 
Section 5 (1) (d)—Refusal to Confirm Proposed Alteration 
of Memorandum of Association. 

It is not uncommon, owing to the exigencies of the 
war, for a company to wish to alter the objects clause 
in its memorandum of association. In Re Drages, Lid. 
(1942, 1 All E.R. 194), Bennett, J., heard a petition 
by the company to confirm such an alteration under 
the Companies Act, 1929, Section 5. The company 
was incorporated in 1926 and its principal object was to 
carry on the business of house-furnishing. For many 
years it had carried on such business on the hire-purchase 
system but, according to the petition, ‘‘ without con- 
spicuous success.” In 1926 the company entered into 
an agreement with G.H. Ltd., whereby G.H. Ltd. 
took over its business and collected the hire-purchase 
debts on its behalf, but had the option of terminating 
the agreement. Owing to the war there was such a 
falling-off of business that G.H. Ltd. had to close 
down and the goodwill reverted to Drages Ltd. The 
petition stated that Drages Ltd. had more than 
sufficient cash available to recommence trading. But 
conditions were not conducive to a resumption of 
ordinary trading. Therefore the company wished to 
extend or alter its memorandum to enable it to carry 
on a trust investment business. At present it had power 
to invest and deal with its money. But if it utilised 


that power and made a profit on capital it would probably _ 


be liable to income tax on such profit. To escape such 
liability the company asked for power to carry on 
business as a trust investment company. The Court’s 
power to sanction the alteration of a company’s memo- 
randum is derived from Section 5 (1) of the Companies 
Act, 1929. . The company relied on paragraph (d) of 
that sub-section, stating that it wished to carry on some 
business which under existing circumstances might con- 
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veniently or advantageously be combined with the 
business of theccompany. Bennett, J., found that at the 
moment the company was not carrying on any business 
at all; it was not trading and he did not consider that 
the collection of book debts in respect of past trade was 
a business. The company had ceased to trade and 
desired the alteration solely because it wished to escape 
liability for income tax if it made capital profits by 
investing the cash it was unable to employ. Thus 
there was no business being carried on by the company 
with which the business of a trust investment company 
could either conveniently or advantageously be com- 
bined. Therefore the company had not brought itself 
within the provisions of the section and the petition 
was dismissed. 


Purchase of Shares with Financial Assistance of Company 
—Whether Purchase Includes Allotment—Companies Act, 
1929, Section 45. 

In Re V.G.M. Holdings, Lid. (1942, 1 All E.R. 224), 
the Court of Appeal had to construe Section 45 of the 
Companies Act, which makes it unlawful for a company 
to give any financial assistance for the purpose of a 
purchase by any person of any shares in the company. 
Reversing a decision of Bennett, J., they unanimously 
decided that in this section “‘ purchase’”’ does not 
include the acquisition of shares by subscription or 
allotment. The appeal was by a director charged with 
misfeasance. £16,090 had been required to pay calls 
on 20,000 £1 shares in the company which it had been 
arranged the company should take up. The Court of 
Appeal held that the subscription by the three directors 
was not a purchase within the section. Lord Greene, 
M.R., pointed out that there was not a single passage 
in the Act where “‘ purchase ’’’ was used in relation to 
a subscription. When a person by application and 
allotment became a purchaser, he did not purchase 
anything. A share was a chose in action, which implied 
some person entitled to the rights, which were rights 
in action as distinct from rights in possession; until 
the share was issued, no such person existed. The 
difference between the issue of a share to a subscriber 
and the purchase of a share from an existing share- 
holder was the difference between the creation and the 
transfer of a chose in action, and those two legal trans- 
actions were quite different both in conception and in 
result. Therefore the word “‘ purchase,’’ having regard 
to the context in the section, could not bear the extended 
meaning suggested. 


MISCELLANEOUS 
Lease—Term Defined with Reference to Commencement 
and Termination of War—Requisition of Premises— 
“ Frustration”’ Not Applicable. 

In the case of a demise of land, the doctrine of frus- 
tration does not apply. The Compensation (Defence) 
Act, 1939, provides for the payment of compensation in 
cases of requisitioning ; so far as it concerns tenants, it 
envisages the general principle that, in the absence of 
an express exception, the lessee is required to continue 
to pay rent even though he has been deprived of the 
possession of the premises. The hardships arising from 
such requisitioning were illustrated in the recent case 
of Swift v. MacBean (1942, 1 All E.R. 126). By an 
agreement the plaintiff let the premises, together with 
furniture, to the defendants from the beginning of the 
war until the cessation of hostilities. The defendants 
entered into ion but, on finding the premises 
unsuitable, sub-let with the plaintiff's consent. On 
March 7, 1941, the sub-tenant vacated and on the same 
date the premises were requisitioned under the Defence 
Regulations. The defendants refused to pay any 
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further rent, relying on the doctrine of frustration of 
the contract. Birkett, J., held that the period of the 
tenancy was valid, as both the commencement and 
termination were certain, in that they could be ascer- 
tained ; that the fact that the premises were furnished 
did not affect the estate by demise, and that conse- 
quently there was no frustration in law. The tenants 
were deprived of the use of house and furniture, either 
by themselves or by sub-tenants ; they had to continue 
to pay £163 16s. per annum by way of rent, but would 
only receive as compensation for the requisition /25, 
with a possible addition in respect of the furniture. 

Had this been an ordinary contract, other than the 
demise of land, the doctrine of frustration would have 
been a good defence. The defendants sought to establish 
a separate contract in respect of the furniture, arguing 
that its frustration ended the whole agreement. That 
argument was rejected. 

Dealing with the doctrine of frustration generally — 
(although it was not applicable to the present facts), 
the Judge quoted earlier rulings that where the per- 
formance of a contract depends on the continued 
existence of a certain person or thing, a condition is 
implied that impossibility of performance through the 
perishing of the person or thing shall excuse performance. 
It was recently decided by the House of Lords that 
where by State interference the performance has been 
interrupted for so long as to make it unreasonable for 
the parties to be required to go on with the contract, 
frustration will excuse performance. Frustration as a 
doctrine is ‘‘ a device by which the rules as to absolute 
contracts are reconciled with a special exception which 
justice demands.”’ It was reasonable to suppose that 
if the parties had contemplated the requisitioning of 
the house they would have said: ‘‘ In that event, the 
contract will be at an end.” Had this been a contract 
to which the doctrine of frustration applied, the Judge 
would have found it was frustrated on March 7, 1941. 
But as the doctrine was not applicable, he found for 
the plaintiff for the rent claimed. 


Wrongful Dismissal—Plaintiff Required to give Particulars 
of Earnings since Dismissal and of what Period he Alleges 
to be Reasonable Notice. 

In Monk v. Redwing Aircraft Co., Lid. (1942, 1 All 
E.R. 133), the respondent, the plaintiff in the action, 
claimed damages for wrongful dismissal. No period 
of notice was provided in the service agreement. The 
employers wished to make a payment into court. 
Before delivering their defence in the action, in order 
to decide how much to pay in, they asked for particulars 
as to what other employment the plaintiff had obtained 
and at what salary; also, what period he said con- 
stituted reasonable notice. In giving the decision of 
the Court of Appeal, allowing such particulars, Lord 
Greene, M.R., pointed out that the plaintiff was not’ 
claiming a salary, but damages; two elements of 
ascertaining the damages were his salary under the 
agreement and anything he had earned since his dis- 
missal. The damages were not merely the balance of 
an account. The plaintiff must specify what he was 
claiming; in every statement of claim for special 
damage there must be either an allegation that he has 
earned no other remuneration during the relevant 
period or an allegation of the amount of the other 
remuneration. The defendants were also entitled to 
be informed of what the plaintiff regarded as reasonable 
notice. It was right to ask for such particulars oe 
delivery of defence. A payment into court used to 
pleaded, but under present rules it must not be pleaded. 
Nevertheless it remains a plea, although a secret plea 


as regards the judge. 
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Society of Incorporated Accountants 


ANNUAL GENERAL MEETING 


The fifty-seventh annual general meeting of the Society 
will be held at Incorporated Accountants’ Hall on Thursday, 
May 21, 1942, at 2.30 p.m. The President, Mr. Percy 
Toothill, will preside. 

The Society’s annual meeting will be followed by the 
annual meeting of the Benevolent Fund. 


COUNCIL MEETING 


MARCH 25, 1942 
Present: Mr. Percy Toothill (President) in the chair, 
supported by Mr. Richard A. Witty (Vice-President) and 
other members of the Council, and Mr. A. A. Garrett (Secre- 


tary). 
AWARD OF GOLD AND SILVER MEpats, 1941 

The Council resolved that the following awards be made :— 
- Gold Medal to Max Kennedy, Articled Clerk to J. T. Shaw- 
croft, A.S.A.A., Scunthorpe ; Silver Medal to Frederick Outfin 
Williams, Articled Clerk to R. W. G. Taper, F.S.A.A., Paign- 
ton. 

Sir James MARTIN MEMORIAL EXHIBITION 

Upon a report from the Board of Examiners the Sir James 
Martin Memorial Exhibition in respect of the Intermediate 
Examination held in December, 1941, was awarded to Miss 
Audrey Devereux Dean, Articled Clerk to Mr. W. G. Lithgow, 
F.S.A.A., Southport. 

RESIGNATIONS 

A report was received that the following resignations had 
been accepted as from the dates indicated :— 

ALLSWORTH, FRANK HERBERT (Associate), Johannes- 
burg ; Dutton, Horace Revitt (Fellow), St. Helens ; 
Parsons, GERALD OWEN (Fellow), London ; RoBERTs, 
FREDERICK Ernest (Fellow), Johannesburg, December 
31, 1941. 

Cooke, Harry Rowranpd (Associate), London ; 
O’LouGuHLIN, JoHN Henry (Associate), Newcastle- 
on-Tyne, December 31, 1942. 

DEATHS 
The Secretary reported with regret the death of each of the 
following members :— 

BrEcueEy, Eric Tuomas (Associate), Bridgwater ; Dawe, 

NELLIE May (Associate), London; Dusois, EDWARD 

GEORGE (Associate), London (killed in action) ; NATHAN, 

Eric Burnett (Fellow), London; PARKIN, NORMAN 

MELLOR (Associate), Leeds; PETRIE, JOHN MCROBBIE 

(Fellow), Bacup; Reap, Henry Avory (Associate), 

Johannesburg (on Active Service); READ, HERBERT 

ALFRED (Fellow), Johannesburg; SAUNDERS, ALBERT 

FREDERICK (Fellow), London; WiLp, WILLIAM JAMES 

RITCHIE (Associate), London. 


DISTRICT SOCIETIES AND BRANCHES 
LONDON STUDENTS’ SOCIETY 

Attention is invited to the lecture to be given on April 21 
by Mr. Lawrence W. Robson, F.C.A., on “‘ The Practising 
Accountant and Costing of Government Contracts.”” The 
meeting will be held at Incorporated Accountants’ Hall at 
5 p.m. An invitation is extended to members of the Society 
of Incorporated Accountants. 

SCOTTISH BRANCH 

A meeting of the Council of the Scottish Branch was held 
in Glasgow on March 20, Mr. R. T. Dunlop (President) in 
the chair. 

The Secretary and the representatives of the Branch on 
the London Council reported on a number of matters 
affecting the profession. 

The Council met after the annual meeting, when Mr. R. T. 
Dunlop was re-elected President, and Mr. D. R. Matheson, 
Mr. Walter McGregor, J.P., and Mr. P. G. S. Ritchie. were re- 
elected Vice-Presidents of the Branch. 

ANNUAL MEETING 

The 62nd annual meeting of the Scottish Institute of 
Accountants, the Scottish Branch of the Society, was held 
in Glasgow on March 20. Mr. Robert T. Dunlop, F.S.A.A., 
President, said that the number of clerks entering into 
articles with members continued to be satisfactory. The 
Council also noted pleasure the Honours conferred by 
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the King on Mr. J. D. Imrie, J.P., and Mr. Alexander Philip. 

The most anxious work of the Council during the year 
had been in connection with war legislation. With reference to 
calling-up the Scottish Branch was represented on the 
Advisory Committee which held meetings alternately in 
Edinburgh and Glasgow. In this connection he paid a 
tribute to the work done by Mr. John E. Dalgeish, C.A., 
the secretary, and Mr. John Geoheghan, C.A. 

The retiring members of Council were re-elected, as were 
also the hon. auditors, Mr. Jas. A. Mowat, F.S.A.A., and 
Mr. John S. Gavin, Jr., F.S.A.A, The President and Secre- 
tary were re-elected representatives of the Scottish Branch 
on the London Council. 


BENGAL DISTRICT SOCIETY 

At a special general meeting of the Incorporated Account- 
ants’ Bengal and District Society, on November 27, 1941, 
the following officers and committee were elected :—President, 
Mr. G. Basu; Vice-President, Mr. N. Sarkar; Hon. Secre- 
tary, Mr. V. F. Viccajee ; Hon. Treasurer, Mr. S. K. Ghosh ; 
Committee, Mr. M. D. Darbari, Mr. N. F. Master, Mr. P. K. 
Ghosh, Mr. N. C. Chakravarti, Mr. P. K. Mitra, Mr. S. A. 
Afzal, and Mr. S. K. Kar. The District Society office is now 
at 1B, Old Post Office Street, Calcutta. 


PERSONAL NOTES 


Mr. F. J. Alban, C.B.E., F.S.A.A., a member of the Council 
of the Society, has been placed on the Commission of the 
Peace for the County of Glamorgan. 

Mr. H. Staveley Roberts, J.P., C.A., F.S.A.A., of Messrs. 
Houston, Roberts & Co., Incorporated Accountants, Glasgow, 
has been unanimously elected Provost of Cove and Kilcreggan, 
a Clyde coast residential burgh. 

Mr. James A. Scott, F.S.A.A., Town Chamberlain, Kil- 
marnock, has been placed on the Commission of the Peace 
for the County of Ayr. 

Messrs. J. H. Lord & Co., Incorporated Accountants, 
announce that, followimg the death of their senior partner, 
Mr. J. McR. Petrie, F.S.A.A., the practice will be continued 
under the same style at Martins Bank Buildings, Bacup, by 
the remaining partners, Mr. V. H. Collinge, A.S.A.A., and 
Mr. A. R. Collinge, A.S.A.A. 

Mr. V. A. Calverley, A.C.A., Incorporated Accountant, 
has been admitted into partnership by Mr. Alfred S. Robbins, 
Chartered Accountant, 10, Essex Street, Strand, London, 


W.C.2. 
REMOVALS 


Mr. Alexander Hannah, Incorporated Accountant, has 
removed his Liverpool office to 15, Victoria Street. 

Mr. Wilfred Tullett, Incorporated Accountant, announces 
a change of address to 30, Main Street, Tiddington, Stratford- 
on-Avon. 

Mr. W. D. Bramwell, Incorporated Accountant, advises 
that his address is now 909, Winchester House, Loveday 
Street, Johannesburg. 


OBITUARY 
HAROLD FITCH KEMP 

The profession has suffered a severe loss by the death, 
at the age of 74, of Mr. Harold Fitch Kemp, F.C.A., senior 
partner of Messrs. Kemp, Chatteris, Nichols, Sendell & Co. 
Mr. Kemp was President of the Institute of Chartered 
Accountants in the year 1930-31, and for many years a 
member of the Council. He was also a member of the Com- 
mittee of the Chartered Accountants’ Benevolent Association. 
His father, the late Mr. Charles Fitch Kemp, was one of the 
founders of the Institute and was president from 1894 to 
1896. Mr. Harold Fitch Kemp became a member of the 
Institute and a partner in his father’s firm in 1894. 

NORMAN MELLOR PARKIN 

Mr. N. M. Parkin, A.S.A.A., who died on February 11, at 
the age of 50, had been a member of the Society of Incorpor- 
ated Accountants since 1913. He was articled to the late Mr. 
J. W. Carter, F.S.A.A., Leeds, and after more than twenty 
years in Swansea and London in the service of Messrs. W. B. 
Peat & Co., and Messrs. Brown, Peat & Tilley, he returned to 
Leeds in 1937 to become a partner in Messrs. Fredk. & C. S. 
Holliday, Incorporated Accountants. 
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